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Boston University
Trade Now Looms Larger 
Than Nuclear Stockpiles
As discussed in the book, we foresee a multipolar global market, no longer driven by advanced economies alone, but by the multitude of trading 
blocs already being formed around the globe.
In this exclusive interview, Marcus 
Goncalves, International Business Program 
Chair, Nichols College, Massachusetts and 
Lead-author of the new book: Advanced 
Economies and Emerging Markets: 
Prospects for Globalization, speaks with Jide 
Akintunde, Director, Nigeria Development 
and Finance Forum, on the inter-dynamics of 
advanced economies and emerging markets 
and understanding the macroeconomic 
environment of emerging and frontier 
market blocs – which are central themes of 
their new book.
Jide Akintunde: The title of your new 
book brings together the “advanced” and 
“emerging” economies, and the dictum is 
that the world economy no longer 
revolves around the G7 but more around 
the G20. Isn't this coupling borne out of 
consideration for more balance in 
geopolitics and coordination of crisis 
responses than it is based on economic 
advancement in the emerging markets?
 
 That was the idea 
when back in 1999 the former Canadian 
Prime Minister Paul Martin, proposed 
the G-20 as a forum for cooperation and 
consultation on matters pertaining to the 
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international financial system. Since its 
inception in September of 1999, the 
group has been studying, reviewing, and 
promoting high-level discussions on 
policy issues concerning the promotion 
of international financial stability. But 
that was then, fifteen years ago. While 
that role still remains, what we must 
realize now is that a significant 
transformation of the global economy is 
underway, one only dimly recognized by 
most  of  the Western advanced 
economies. 
As macroeconomics and trade now 
loom larger than nuclear stockpiles or 
Cold War creed, those countries with the 
fastest growing economies have begun to 
redraft the rules of power and influence 
throughout the world. These nations now 
include the large emerging and frontier 
markets, which for much too long, most 
of us, in particularly the G7, failed to 
recognize their importance. No longer 
can we afford to ignore these emerging 
economies and how they are impacting 
the advanced economies. The G-20 
group of countries has in fact eclipsed the 
G-7 group of richest nations in the world.
So what are the key inarguable 
differentiations you made in your book 
when looking at the advanced and 
emerging markets as two distinguishable 
blocs of the world economy? 
A major theme in our research is 
how the macroeconomic experience of 
emerging and frontier markets has 
tended to be quite different from that of 
advanced economies; that's important to 
understand f i rs t  and foremost .  
Compared to advanced economies, 
emerging markets and even more so 
frontier economies have tended to be 
much more unstable, with more severe 
boom/bust cycles, episodes of high 
inflation, and a variety of financial crises. 
The book discusses how the standard 
macroeconomic models that are used in 
advanced economies can be modified to 
help understand this experience, and 
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how institutional and policy reforms in 
emerging and frontier markets may affect 
their future macroeconomic performance. 
That said, on the positive side, as you 
pointed out, there are several key inarguable 
differentiations that must be taken into 
consideration when comparing these two 
blocs. In no particular order, the size of the 
middle class in emerging and frontier markets 
is just staggering and will continue to grow at 
significant pace. It is the middle class that 
fuels any real growth in a country's economy, 
not the rich. Also mind you, the middle classes 
in those markets not only are huge, but also 
have very little debt, if any, unlike those of 
advanced economies. To have an idea, in 
China, the middle class alone is larger than the 
entire population of the United States, and on 
average, they save about 30% of their income, 
regardless of how much they earn, unlike 
advanced economies, which overall are in 
negative territory in terms of savings.
Another positive aspect of emerging 
markets macroeconomics is that for the most 
part, they have low sovereign debt compared 
to the astronomical and ever-increasing debt 
being held by advanced economies. These 
countries have also much room for growth, 
with their industries still developing and 
fostering tremendous investments. Just look 
at most ASEAN (Association of Southeast 
Asian Nations) countries, as an example, 
which as of today, the MSCI market indexes 
show they have double-digit growth. The 
same high growth story is true for MENA 
(Middle East and North Africa) and many 
Sub-Saharan countries. 
While the G-20 forum promotes 
cooperation among advanced and emerging 
economies, the recent decision to set up the 
“BRICS Bank” by the BRICS countries 
(Brazil, Russia, India, China and South Africa) 
tells that competition is still strongly at play in 
the governance of the global markets. What 
risks are posed with the fissures which the 
BRICS Bank represents? 
Overall, I think the BRICS Bank can 
reduce risks on emerging and frontier 
markets. It can also signal the end of the 
Western financial empire, particularly the 
U.S. and the dollar hegemony. In consequence 
to that, another main risks I see is what Ian 
Bremmer, from the Eurasia Group, calls a 
world without leadership. A generation ago, 
the United States, Europe and Japan were the 
world's powerhouses, but now, paraphrasing 
Ian, we are living in a world where everyone – 
and anyone – can set the agenda, which can be 
very dangerous for the global economy. 
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I do think, however, the creation of the 
BRICS development bank can offer countries 
a way to negotiate for infrastructure loans 
much more directly, while pushing for a kind 
of demand for the democratization of 
international financial institutions. Another 
disruptive feature of the BRICS Bank is that it 
antagonizes the typical north-south trade in 
favour of a south-south trade. It will 
increasingly support global commerce among 
the BRICS countries and other emerging 
economies, particularly for the development 
of ports, roads, and other infrastructure 
necessary for trade. 
The advanced economies are now 
synonymous with slow growth or economic 
recession, since the global financial market 
crisis. But emerging markets, despite stronger 
growth, are still correlated to Europe and the 
United States, because of export and inward 
investment. So what is your outlook of the 
geography of international business over the 
next decade?
Yes, this correlation has been a blessing 
and a curse for many decades.  When 
advanced economies were doing well, 
emerging markets did too, but when they 
caught a cold, emerging markets got 
pneumonia. Many emerging countries, for 
that reason, have been de-dollarizing for more 
than a decade now, in an effort to reduce their 
exposure to fiscal and foreign policies in 
advanced economies. Yet, this north-south 
trade is still very prevalent since advanced 
economies have been acting as the buyers of 
the world for some time now, but often with 
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unpredictable and dire consequences for 
emerging and frontier markets. 
A major example is at play right now, in the 
form of a currency war, particularly by the 
United States, and the EU, through the export 
of inflation (via monetary stimulus and 
currency debasement) to emerging markets, 
causing them to struggle with inflation and 
recession. Emerging markets are reacting to 
that by developing new markets, trading 
outside the dollar, de-dollarizing, and setting 
up currency swaps with other countries in an 
attempt to fend off such attack. As discussed in 
the book, we foresee a multipolar global 
market, no longer driven by advanced 
economies alone, but by the multitude of 
trading blocs already being formed around the 
globe. In the near future, I believe countries 
will have the ability to choose their trading 
partners not by conditions, but via an in-
country trading strategy. We already see it 
happening in Africa, which now has the option 
to trade with the West and the East.
It appears you are more enamoured of the 
ASEAN and MENA regions as well as the 
BRICS and CIVETS markets that you 
overlook Nigeria – Africa's most populous 
country, the continent's biggest economy and 
a member of the N11 countries – and the fact 
that the longer term growth prospects are in 
sub Saharan Africa. Does this mean the 'Africa 
Rising' story is being told too soon? 
Not at all, on the contrary.  There are 
significant opportunities in Africa and many of 
its frontier markets. This is especially so when 
considering their solid capital bases, young 
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labour pool, and improving productivity, 
particularly in the sub-Saharan region, which 
in my opinion, will eventually overtake China 
and India. As our research shows, it's plausible 
to assume that Africa's economy will grow 
more than 14 times by 2050, when it could 
exceed current economic output of both the 
U.S. and the Eurozone. But we must consider 
Nigeria's and other African frontier markets' 
deepening economic ties to China, which 
makes them vulnerable to a slowing Chinese 
economy. 
I'm actually a believer that Nigeria could 
be included in the CIVETS bloc (maybe the 
bloc should have been called CIVENTS), 
especially since South Africa is part of it and 
yet its economy is second to Nigeria. As the 
largest African nation by population, Nigeria 
is projected to have the highest GDP growth 
in the next few years and perhaps for the next 
several decades. I'm actually at the end of a 
research for another book, with Jose Alves, 
from Saint Joseph University of Macau, in 
China, which should be out in November, 
titled “Emerging and Frontier Markets,” 
where a broader discussion on Nigeria is 
included. In my views, the rising lions story is 
very timely indeed, and can very well outgrow 
the rising tigers in the next 30 years, if not 
sooner.
You examined political and economic risks 
to some detail. What do the Ukraine – Russia 
crisis and the mayhem by ISIS tell in 
understanding and predicting the risks to 
investment around the world, across the 
advanced and emerging markets?
As barriers to international trade 
continue to recede, the dynamic global 
marketplace continues to attract investors 
who are eager to capitalize on opportunities 
they see in emerging markets. Compared to a 
quarter century ago, and despite ISIS and 
Ukraine-Russia turmoil, overall these markets 
enjoy greater stability and are experiencing 
steady growth. However, these emerging 
markets remain certainly vulnerable to a host 
of forces known as political risk, largely 
beyond the control of investors. Among these 
risk factors are currency instability, 
corruption, weak government institutions, 
unreformed financial systems, patchy legal 
and regulatory regimes, and restrictive labour 
markets. Investors must understand these 
risks and devise contingency plans to deal 
with them.
It is very important, therefore, to assess 
and anticipate such risks, and we dedicated an 
entire chapter to this issue. When it comes to 
assessment techniques for political risk, they 
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are as wide-ranging as the sources that 
generate the risk. Traditional methods for 
assessing political risk range from the 
comparative techniques of rating and 
mapping systems to the analytical techniques 
of special reports, dynamic segmentation, 
expert systems, and determination to the 
econometric techniques of model building 
and discriminant and logit analysis. These 
techniques are very useful for identifying and 
analyzing individual sources of political risk 
but aren't sophisticated enough to handle 
cross-relationships or correlations well. They 
also are not accurate measurements of levels 
of loss generated by the risks being analyzed. 
Hence, it is difficult to evaluate country 
profiling and analysis into a practical decision 
making tool. In my international management 
consulting experience and in my graduate 
courses at Nichols College and Boston 
University, when analyzing the inter-
dynamics of advanced economies and 
emerging markets, I tend to use two 
approaches for incorporating political risk in 
the capital budgeting process for foreign 
direct investments. The first approach 
involves an ad hoc adjustment of the discount 
rate to account for losses due to political risk, 
while the second approach involves an ad hoc 
adjustment of the project's expected future 
cash flows and expected return on investment.
No company, domestic or international, 
large or small, can conduct business abroad 
without considering the influence of the 
political environment in which it will operate. 
One of the most undeniable and crucial 
realities of international business is that both 
host and home governments are integral 
partners. A government controls and restricts 
a company's activities by encouraging and 
offering support or by discouraging and 
restricting its activities contingent upon the 
whim of the government.
Do you believe that corruption does not 
any more provide competitive advantage but 
constitutes investment risk in the emerging 
market for global firms from the advanced 
markets?
In my opinion, corruption not only 
increases investment risks, but it also 
generates social imbalances and creates 
poverty. Being poor not only means falling 
below a certain income line. Poverty is a 
multi-dimensional phenomenon that is often 
characterized by a series of different factors, 
including limited access to essential services 
(health, education, sanitation, and so on), basic 
civil rights, empowerment, and human 
development. Corruption undermines these 
JA: 
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development pillars, an individual's human 
rights, and the legal frameworks intended to 
protect  them.  In  countr ies  where  
governments can pass policies and budgets 
without consultation or accountability for 
their actions, undue influence, unequal 
development, and poverty result. People 
become disempowered (pol i t ica l ly,  
economically, and socially) and, in the 
process, further impoverished.
We dedicate a whole chapter in the book to 
this theme. In a corrupt environment, wealth 
is captured by a few, income inequality is 
increased, and a state's governing capacity is 
reduced, particularly when it comes to 
attending to the needs of the poor. This 
growing socio-economic inequality causes the 
loss of confidence in public institutions. Social 
instability and violence increase because of 
growing inequality, poverty, and abject 
mistrust of political leaders and institutions.
 Overall, what conclusions are drawn in 
your new book and what recommendations 
are made to help investors engage the risk and 
reward of cross-border investment?
JA:
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MG: I view this book more as a tool for policy 
development and recommendations rather 
than a global investment guideline. 
Nonetheless, as our focus throughout the book 
was on the macroeconomic fundamentals of 
advanced economies and emerging markets 
trading bloc participants, cross-border 
investors can benefit from analysis of 
economic and financial fundamentals of these 
countries. In my view, investors should be 
aware that no foreign policy issue, for the 
remaining of 2014 and beyond, will matter as 
much for the global economic, political, and 
ultimately security conditions as the ability or 
the willingness of the United States and 
European Union to deal decisively with their 
economic crises. If the United States can find 
an exit strategy for its “fiscal cliff,” the 
resolution of the acute economic uncertainty 
would unleash private sector investment, 
spark an economic recovery, and enhance the 
country's pivotal international role.
For Europe, the world's largest economic 
entity and a critical leader of a liberal and 
peaceful world order, the challenge will 
continue to be to summon sustained economic 
discipline and political will. Progress has been 
made. Governments have firmly convinced 
themselves, if not the markets, that they will 
do whatever it takes to save the euro. Thanks 
largely to the efforts of Mario Monti, the 
economist appointed interim Prime Minister 
to put Italy's house in order, and Mario 
Draghi, the new head of the European 
Central Bank, concrete steps have been taken 
that show a rescue is possible. But in my 
opinion, painful structural reforms will have 
to be endured for many years–a tall order for 
any one democracy, let alone for many sharing 
each other's pain. In effect, the euro crisis 
morphed in 2012 from a life-threatening 
emergency to a chronic disease that will be 
with international investors for years to come. 
The challenge for 2014/15 is to maintain the 
harsh treatment, avoid setbacks (in France, 
especially), and continue to inch toward 
restored growth.
As for the emerging market investments, 
those countries in the midst of a homegrown 
capital account crisis may have to orient their 
policies toward restoring confidence in their 
currencies, with little scope for easing in 
either dimension without exacerbating 
capital outflows. Emerging markets with 
credible inflation targeting frameworks 
should have considerable scope for 
m o n e t a r y  p o l i c y  e a s i n g  w i t h o u t  
compromising their inflation outlooks. 
Likewise, the collapsing external demand 
and weakening domestic economic activity 
would, in general, call for fiscal easing to 
s u p p o r t  d e m a n d ,  p r o v i d e d  d e b t  
sustainability is not a concern and financing 
is available. 
Given a targeted level of aggregate 
demand/inflation, a more expansionary 
monetary policy can compensate for a less 
expansionary fiscal policy–though both may 
be relatively ineffective if domestic credit 
markets are frozen. Substituting for 
monetary easing by fiscal expansion can be 
constrained by debt sustainability concerns, 
because both relatively higher interest rates 
and fiscal spending will exacerbate debt 
dynamics. There is no one-size-fits-all 
prescription, and the appropriate policy mix 
depends on the particular circumstances in 
each country, including a number of trade-
offs described in the book. 
The BRICS economies are and will 
continue to contribute less to global growth. 
In 2008 they accounted for two-thirds of 
world GDP growth. In 2011 they accounted 
for half of it, in 2012 a bit less than that. The 
IMF sees growth staying at about that level 
for the next five years. Goldman Sachs 
predicts that, based on an analysis of 
fundamentals, the BRICs share will decline 
further over the long term, as frontier 
markets pick up momentum, including the 
“Next 11” that includes Bangladesh, 
Indonesia, Mexico, Nigeria, and Turkey. 
Although there are various reasons to think 
the N-11 cannot have an impact on the same 
scale as that of the BRICs, emerging markets 
other than BRICS will continue to play a 
vital role in the future, and investors should 
take notice. 
Advanced economies will continue to 
lose their share, which will contribute, to a 
general easing of the pace of world growth. 
Internationally, lower growth could focus 
leaders on increased cooperation and a new 
push for liberalization, which will mitigate 
the risks of currency war (in full force at the 
moment), inflation targeting, state 
capitalism, and economic nationalism. A 
predicted slowdown could bring new 
consensus to global trade talks as witnessed 
in Bali in December 2013. More deals that 
address nontariff trade barriers, and 
especially those on trade-in services, could 
yield bigger benefits down the road.
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